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t Microsoft, one vision drives everything we do: a computer on every 
desk and in every home. 


We are single-minded in our commitment to this vision. And we have main- 
tained that singular focus ever since our company was founded in 1975. 


This vision has created a revolution that changed how people around the 
world do business, We believe that our own success, in large measure, has 
resulted directly from the effective use of our technology. 


This vision is also shaping the future. 


While we know that great possibilities lie ahead for us, we also know 
that the future will make great demands on us. Atthe same time we commit 
ourselves to delivering outstanding products today, we are also committing 
‘ourselves to creating the infrastructure that will define the information systems 
of the next 25 years and beyond. In addition, our hope is to make computer 
technology as indispensable at home as the telephone, and as widespread 


as the television. 


‘To accomplish these objectives, we hire bright, talented people who share 
our enthusiasm for technology and our goal of making it easier for people to 
do more with personal computing. 

Ultimately, our dream is to put the power of computers—in business and at 
home—into people’s hands so they can access, integrate, and use information 
more easily than ever before; what we call Information At Your Fingertips. 


It a dream we believe is within our reach, and within our capabilities, 


Year Ended June 30, 


(Un millions, except earnings per share) 

1993 
‘Net revenues: S$ A733 
Net income 953 
Earnings per share 3S 
Return on net revenues 354% 
Cash and short-term investments $2,290 
Total assets 3805, 
Stockholders’ equity 3242 
(Un miltions) (he millions) 


Financal Heghtigns 


“We're continuing to build our solid core 


of desktop computing products, while springboarding 
into new markets and new media.” 


he dectronic revolution has arrived, 


full force. And with it has come vast 
changes in how we work, how we play, how 


we interact, and even how we think 


To Our Shareholders Consider how the personal computer 


industry has evolved over the last decade 


Iran average month, more personal 


computers are sold in the United States 
than VCRs 

While prices of computers keep going, 
down, performance keeps going up. Today's 
machines operate at processing speeds a 
hundred times faster than those of a 
decade ago. 

More people are working on more com- 
putcrized hardware platforms than ever 
before—from desktops and laptops to office 


machines and personal information devices. 


‘The vision we first articulated in 


idea of a computer on every desk and in 


Bar with every advance and every sux 
cess, we have also become more aware of 
how far we still need to go. 

How can we better meet the evolving, 
needs af business? How: can we better reach 
the family, the home, the people who still 
dont use PCs? How can we prepare our 


selves for the era of digital convergence that 


just abead, with its new possibilities for 


inf 


ation distribution and exchangx? 


In short, the computer revolution is still 


as infancy—with great possibilinies still 


in froe of us 


In this year’s annual report, we want 
to introduce you to some of the people at 
Microsoft who are thinking about and craft 
ing our furure. These are people who are 


helpi 


yethink what computer technology 
can do; who are reexamining what a com: 

puter is and where we are going to take our 
company in the years to come: 

As we explore these new directions, we 
hope to put the naw power of computers to 
work in new ways, fundamentally impeowing 
hen technology can serve our customers in 
their businesses and homes. 

While we look ahead with great enthu 
siasm, we should also take a moment to 
look back at how far technology has come, 
and how fast 

There’ no denying that weve advanced 
a Jong way from where we were 15, 10, and 
even just 5 years agp. For example, the bet 
we made in the early 1980s—that the graph 
ical user interface would redefine the shape 
cof computing—has paid off with the success 
of the Microsoft. Windows. operating sy 
tem and the adoption of it by companies and 
individuals around the world 

Today, while we celebrate that success, we 
also recognize the responsibilities it meats 
to us: to support thar huge base of more than 
30 million customers and to provide them 
with both the information and applications 
they need now, and—equally important—a 
path to the furure 

Wé have a responsibility to other compa 


he more 


nies in our industry as well, fre 
than 110 hardware companies that produce 


computers equipped with Microsoft Windows, 
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[Financial Results 
Revenues forthe fiscal year reached 
record levels, driven in large part by 
the adoption of the Microsoft Windows 
operating system and Windows-based 
applications by users worldwide, 
Revenues for the past 12 months 
equaled $3.75 billion, up 36% from 
the $2.76 billion recorded last year, 
Wot income was $983 million, 


‘compared to $708 million last y 


an incre’ 


of 35%, Earnings per sh 


totaled $3.15, up from $2.41 last year. 


International 


Operations 
Microsoft has operations in 41 coun- 
tries. Revenues from customers 
outside the United States were more 
than $2 billion during the past 12 
‘months, representing over 55% of 
total worldwide revenues. 

To serve this global market, 
we localize all of our products 
in the languages spoken by our 


customers. 


We're rethinking how our application 


products operate, making comput 
ware work harder so people don't have to. 

We're designing our operating system 
products for new hardware platforms, 
operating systems that serve as the heart 
of a new era of client-server computing 
in. which computing power is distributed 
so people can use it most effectively 


And we're a part of the personal comput 


ing revolution thar’ taking this technology 


beyond the office desktop—into office de 


vices, into the home, and even on the road. 
While this broad vision of the future can 
mean some exciting business opportunities 
for us, it also means developing new alliances 
and new ways of working that go far beyond 
what people used to expect from a “soft: 
ware company.” It means being at the fore- 
front of new software category development, 
like the creation of content-based multime- 
dia titles that will offer an alternative to how 
people think about the publishing business 


right now: And it means imagining new 


interfaces that are even easier to use and that 
are well suited to use in home and entertain- 
ment settings. 

At Microsoft, wee taking these chal- 
lenges very seriously, continuing to build our 
solid core of desktop computing products, 
While springboarding into new markets and 
new media 

As we work with the millions of custom 
ers around the work! who have contributed 
to our success, were confident we can build 
this future, putting the power of technology 
to work in ways thar ultimately will reshape 


the computing world 


A Lean 1. als 


William 4. Gates 


ronate camp 


Redmond, Washi 


“Companies expect us to deliver robust new applications— 
within the context of a complex existing environment—without a 
lot of development and support costs. They want products that 
are flexible, standard, interoperable, and open.” 


Enterprise Issues 


Taner as wee 
known it since the fifties is gone. The 
idea of a very lange, traditional company that 


competes by being the "complete supplier” 
toccustomers won't work in the nineties 
Its not possible anymore for any single 
company to have expertise in enough 
areas—hardware, software, networking, 
keting, sales, 


Mect all the needs « 


core technology, m: 


port 


organizations, which are struggling 


tain their computing at the competitive edge: 


struggling with rapid change, and integrat 


ing divergent pieces from different divisions, 
regions, and countries. 
At the same time, business customers 


all around the world who used to deal only 


with vendors that sold everything they 
needed —the wiring, the software, the ser 
vice—are confused. What happened, they 


ask, to one-stop shopping, to the idea of that 


at can make it all work? 


singhe company 


To deliver against those needs, the com 
purer business has evolved into a more 


modern, horizontal, global industry in 


Which smaller, specialist companies craft 


products in th 


que areas of expertise 
chips, systems software, graphical applica 
tions, computers, disks, ItS more responsive 
snd resilient, and! much Jess structured. 
All of which ts probably better for the 
computing buyer 

ay probubly because this new structure 


has created a gap between what buyers of 


Large computing environments expect—that 
is, the convenience of knowing that whatever 
they buy works right out of the bax because 
it came from a single lab and factory 
and what is now available to them in the 
marketplace 

The organizations we work with are 


asking Microsof 


fill thar gap: “Explain 
how this all fits together. Help us make it all 


work.” Were ready to tackle these 


challenges. Bat we don't want to attempt t 
solve these new challenges with the old 
approaches 

Instead, what makes sense for Microsoft 


is to concentrate only on those things we do 


best—systems software, applications, tools 
to build applications, core software technol: 
ogy. and user support—while nurturing a 
healthy community of other value-added 
suppliers that can complement our products 
to supply the complete needs of cutting-edge 
organizations 


Organizations want to foster internal 


rr 


cullaboration and productivity. They want 


to be able to create and share data so their 


people can have the information they need! 
nizations also de 


at their fingertips. On 


mand that their computing environments be 
resilicrt to change, able to operate at what 
ever scale they require to meet their needs 
in the future 

Modern computing environments and 
tools can do all this. 

Bur the demands don’ stop here. Com 
panies expect us to deliver robust new appli 


cations—within the context of a complex 


existing environment —without a lor of 


The business architecture betiinel 


Microsoft? approach te: working with 


Linge oryunications imvadves both 


own products and a worldwide com 


munity of vuliesaddect suppers 


The Microsoft Executive lriefing 


Conte located at or carpus in 
Redinond, Wshongton, provides 

corporate and government customers 
With an opportunity to see Microsoft 


proslucts firsthand. 


DS 


development and support costs. They 
want products that are flexible, standard, 


interoperable, and open. What's more, they 


demand that our products keep pace with 
technology. 
And they want all this under the um 


brella of the traditional, centrally mat 


computing operation, with the flexibility of 


distributed client-server computing. 


Il order, but one 
that | believe we are equipped to deliver. 


When [talk to organizations secking 
new answers for these long-standing issues, 
I stress five interlocking components in 
Microsoft's nontraditional approach 
Microsoft Windows and Microsoft 
Windows NT. Organizations looking for 


simplicity and low ownership costs for com- 


puting are interested in standardizing on a 
single systems architecture that will serve 
all their needs from the desktop to the data 


center. Windows does that toda 


the functional richness and the scalability 


of traditional systems architectures, while 


also offering the flexil 


lity to run on many 
different hardware configurations. As a 


de facto standard in the industry, it avail- 


able worldwide. Irs a natural for functionally 
distributed computing, And its evolving at 

4 rate that’s keeping pace with the changes 
in technology. 

+ A family of application development 


nt tools—the 


tools. Our line of developm 
Microsoft Visual C++ development 
system, Microsoft Visual Basiew program- 


ming system, and Microsoft FoxPros and 


Microsoft Access: database managem 


systems—provides building blocks that 


span the needs of everyone from specialized 
component developers to power users who 
need to quickly prototype data analysis, 
programs, In the same way that you ean do 
all your gardening tasks with a shovel, you 
cant write every piece of software with an 
assembler. The Microsoft family of high 
tech tools is designed to suit the needs of 
different programmers and development 
scenarios, Each serves a specialized purpose, 
and the best applications for Windows are 
created with some combination of these 
tools: Visual C++ allows programmers to 
build reusable, high-performance software 


components. The FoxPro database makes 


it possible for developers to build line 
business applications that depend on fast, 
accurate data access. Microsoft Access gives 
power users and developers the ability to 
create easy-to-use data access and analysis, 
applications. Microsoft FORTRAN 
PowerStation lets technical users work in 

a graphical Windows-based environment, 
and build fast number-crunching applica- 
tions thar take advantage of existing code. 
Microsoft MASM lets developers write 


ams that are optimized for speed and 


progi 
size. And Microsoft Visual Basic is our core 
tool for bringing together real, custom 
business solutions. 

* The Microsoft Office, The Microsoft 
Office combines our core desktop produc- 
tivity tools in one package, What makes this 
suite of products particularly interesting to 
organizations is how well the applications 
work together and foster collaboration. 


The combination of OLE (object linking 


How does Microsatt’s approach work 
ina real-ite scenario? 

{Imagine a large multinational 
bank that has already adopted a 
client-server computing solution, it 
‘has Windows-based systems on 
‘every desk, is building new servers 
‘on Windows NT, and is working in a 
‘mixed hardware environment. 

‘Wow the bank needs to open a new 
branch in contral Asia, How doos the 
Microsott business architecture work 
for this bank? 

Since Windows is available world- 
‘ide, the bank makes its best-possible 
‘deal locally on the computing compo- 
‘onts, The underlying architecture is 
the same, s0 it can deploy the bank's 
‘core applications on the remote 
‘ystems, bring up local copies of the 
atabases, and connect the Microsoft 
Windows NT-based servers to the 
central facilities. 

Given the consistent design of the 
‘development tools, the bank can hire 
‘ocal “solution providers” and talor 
the applications to local financial laws. 
Finally, t can contract with local sup- 
pllers tor service and support. And alt 
of itis supported by Microsott. 


and embedding) architecture and Miero- 
soft Visual Basic, Applications Edition, will 
soon allow power users and developers to 
create specialized solutions for their ongani- 
zations by stitching these application com 
Ponents into new custom applications. 

* A field and support team focused on 
showing the benefits of the Microsoft 
family of products. Through Mictosoft 
Consulting Services and the Microsoft 
Solution Providers program, our field team 
helps customers select the right products for 
their individual situations, To accomplish 
this our field team works with a community 
of value-added suppliers to help build 
awareness of customer needs. 

* Ahealthy community of value-added 
supplicrs Software writers, application 
developers, and component suppliers offer 
enhancements to the Microsoft product 
family, Nurturing this community is key to 
fulfilling the specialized needs of organiza: 
tions and enterprises worldwide, The most 
important, valuable, distinguishing charac- 
teristic of Microsofts product strategy for 
‘enterprises and organizations is that we 

“do ie all 
Rather, we aspire to offer “best of breed” 


make sire we do not aspire 


products within a wide community of 
value-added alternatives while making sure 
that customers know about the wide range 
cof possibilities that és available to them. 
These five architectural elements result 
that is certainly more complete 
than the teaditional singl 


in somethin 


chlor strategy, 
\whileat the same time much more adaptable 


to changing needs, Using this archite 
we offer the benefits of the unified “desktop 


to data center” architectures of the past, but 
with some key new benefits, For example, 
because of the Large community of valuc- 
added suppliers thar surrounds our produces, 
Wwe can deliver more up-to-date solutions to 
more customers more quickly, When we 
dont have the complete solution, the commu- 
nity of support around us will quickly add 


(on the nevessary components. 


We believe this pragmatic approach delivers 


what our customers demand from us and 


fepresents the right foundation for modern 
organizational computing. 


Are we done? Do we have a complete 


answer? Not yet. 
We know that we 
prove our products, to make them work 


p CONLIN to n= 


together even better, We can create better 
system technology for lange organizations, 
more complete programming tools for etwter- 
prise applications, and so forth. Finally, we 


can certainly explain our approsch and 
architecture more succinctly to our custom 


ets, So there isa lot more to do, 


Tree« 


ize that this approach is non: 
traditional, Bue this is an industry built 


More on innovation than on tradition, And 
I believe that our approach can get the job 

done for organizations that wane a way to 

make it all work, 


Roger Heinen 


Enterprise lswes 


“We want to make it possible to delegate mechanical tasks 
to the computer, using the intelligence of the machine so people 


can concentrate on more important parts of their jobs.” 


Desktop Applications 


Wand Busine 


General Manger, 
Unit, deverib 
face of applica 
J iene they w 


wolve throne th 


i Want to start my article by giving 
‘you a very personal perspective 
on Microsoft 

When I came to work here in 1981, 
the company was just starting to develop 
the first version of Microsoft Word, which 
shipped in 1983. L was a beginning program- 
mer, fresh out of the University of Washing: 
ton. One of my first assignments, in fact, was 
on the original version of Microsoft Word, 
figuring out how to display bold and italic 
text on the sereen, 

Today, a dozen years later, I’m the gen 


eral manager of the Word Business Unit. 


That sort of move—from developer to 
manager—isnt all thar unusual here, We 
have many developers at Microsoft who 
follow the same sort of path, because the 
people who create our products are not just 
coders sitting in a back room being tok 
what to do, Instead, they're creative indi 
viduals who understand the needs of our 


customers, and who look at the kinds of 


problems their brothers and sisters are 
facing and bring that firsthand knowledge 


to our products 


Recently, we celebrated the tenth anni- 
versary of Word. In those ten years, we've 
become the largest word-processing 


When you add up all the units and rev- 
enue We generate from the different versions 
of Word we produce, our torals are bigger 
than any other word-processing company. 
And word processing is, of course, just one 


of our applicat 


n categories. The kind of 


success weve had with Word has been mir 
rored by our success with the Microsoft 
Excel spreadsheet; and both together have 
helped ereate some great success stories 
with The Microsoft Office 

But despite those successes, I believe that 
the most important advances are still ahead 
of us, For example, consider my area—word 
processing, Some people think that word 
processors are becoming commodity prod 


ucts; thar theres nothing significant left to 


add to the category 


When most people think about what’ 


going to happen next in word processing, 
they usually think in terms of adding mote 
desktop publishing features. I guess they 
have the view that a word processor is noth 
ing more than some sort of bad desktop 
publisher and, if we work on it hard enough 
for enough years, well manage to create a 
product that’ a lot more like one of the 
publishing packayes sold today. But a word 
processor is meant to be the ultimate writing, 
tool, whereas a desktop publishing program 
aspires to be the ultimate layout tool 

The truth is that most people dont need 
the kind of advanced functionality that’s in- 
cluded in dedicated desktop publishing pro: 
grams, What they do need is to perform a lor 
of their everyday tasks better: So in our latest 
version of Microsoft Word for Windows, 
weve made significant improvements on even 
the most basic operations, such as typing and 


selecting words. 


For example, we discovered that most 
people don't actually use their spelling, 
checker as the primary way to catch typo- 


graphical crrors. Instead, they reread as they 


Deskiop Ap 


stant Answers 
‘When we at Microsoft talk about 
Information At Your Fingertips, we're 
talking about ushering in an era when 
‘word processor can iterally help 
‘you produce the content of a piece. 

No word processor really does 
this today, of sees it as the role of 2 
‘word-processing program. But we've 
taken a major first step with our com- 
bined edition of Microsoft Word and 
Microsoft Bookshelf. on CD-ROM. 

‘When using these two products 
together, a word-processing user has 
‘600 megabytes of data instantly avail- 
able, And a writer using this package 
can get tast access to fairly obscure 
Information. 

For example, say that a writer is 
Aelling a story about a person in Africa 
sitting under a tree, but doesn’t know 
‘the names of any African trees. 

With Bookshett it's quite easy: 
‘Scan the entire 600 megabytes for alt 
{information on trees n Africa, and— 
‘almost instantly—come up with tive 
alternatives to choose from, with 
background information on each. 


BEY estiop Application 


type, which interrupts their thinking and 
slows them down. A glaring error can stop 
the flow of their writing, And to fix it, they 
use the tACxSINCE key to get to the typo, 
destroying correctly typed words in the 
process. Thats why, in the latest version 

of Word, we added a feature called 
AutoCorrect, which fixes common typos 
urraphical errors automatically as you type. 


Mf you think about it, the perfect word 


Admittedly, these things are hard w do 


and they take a lot of processing power. 

Bur if you stop to consider that the Intel, 
Pontius machines will be at least a hun: 
dred times faster than the original PC, youl 
recognize that we ean now look for ways 10 
tise that power more productively, We ean 
apply that speed in ways that let us make 
Improvements to user interfaces that weren't 
possilde even just a couple of years agg. 

Let’ think about thar perfect word 
Processor in more detail, starting with the 
formatting function, 

Automatic formatting is the ability to 
type the raw text of a document, press a 
single button, and have the computer format 
the document for you. The attitude of the 
user could be: “You're the machine, you do 
it Lon wane to learn the commands, and 
{don't have the art degree thar’ necessary: 
With this 
in mind, the latest version of Word for 
Windows includes an AutoFormat feanure 


to make itlook good, any 


that can automatically bring a profesional 
look to any document. 

Automatic editing is a harder concepe ro 
get our hands around, The first thing you 


realize when you look ata word processor 


is thar its nor really a seond processor at all, 
but rather, a chanicter processor. The typi- 


cal program doesnt have 


a strong notion of 


where words start and stop, beyond recog: 


nizing a space as a natural breaking point. 
What w 


character processor 


trying to do isto mene from a 


a word processor 


and, ultimately, to an English sentence pro- 
cessor that’s able fo dynamically andl intell 
gently correct sentences in the same way that 
AutoCorreet can fix typos. To do that, were 
ping to have to do much more research on 
natural language, to help the machine under 
stand how words are used and the ideas the 
user Is tryiiyg to express, But once We accom: 
plish that, well be able to do seme fantastic 
things, like automatically change sentences 
from puusive voice to active voice and trans 
late from one language to another 
Automatic writing is probably the one 
feature that everybody would love tw have, 
bur that nobody believes is possible. In a 
sense, honveves, wei able to deliver a portion 
of that feature today, as described in the 
sidebar on this page. We are admittedly, 


though, many years away from the era when 
the computer will do the writing for you, 
and I'm not sure thar this is ever going to be 
a real objective for us, Instead, our objective 
isto free people so they can think and write 
in more innovative ways, so they can use the 
computer to free their own creativity, 

We want to make it possible to delewate 
mechanical tasks to the computer, using the 


intelligence af the machine so peo} 


concentrate on more important parts of 
their jobs, 

To accomplish this, we have tw determine 
quite precisely how people are using their 
computers right now, which is why weve 
done many different types of research to 


Bohind this new version of Microsoft 


Won for Window im of dew 


pers working with research shes 
froma wise varuty of testing 
procedures-from researc in usu 
‘ty labs to mstrumented vwestons of 
“pplications to personctospersan 


intervi 


understand how we can make our product 
bett 
keep track of product support calls, moving 


For example, we changed the way we 


to a statistical model that lets us caprure 10 


times more information than we did in the 


past. Wee sent out instrumented versions of 


our application products, 


segmenta- 
tion study of customers, and performed a 
study on hundreds of users of competitive 
products, Whar’ more, we visited more than 
100 customer sites in order to understand 

| 


so that we could map our solutions to their 


customer problems in real, everyday terms, 
genuine needs. 

“The research didhnit give us the answers, 
bur it did give us the clues we needed to. 
spark our own innovation. [eS part of why 
wei been able to make such great strides 
nor only in Word and in Microsoft Excel, 
but also in the imegrated design of The 
Microsoft Office. 

Most office asks, weve discovered, really 
require a combination of applications —a 
user may pull data from a database, text 
from a word processor, and numbers and 
numerical analysis from a spreadsheet. The 
separation between word processors and 
spreadsheets has mone to do with the history 
of product development in our industry than 
it does with the actual needs of users. 


To better meet our customers’ needs, we've 
equipped The Microsoft Office with a new 


enabling technology called OLE 2.0, which 
allows these applications to merge in 
new ways. 


Were making the menu structures consis: 
tent for all the products that make up The 
Microsoft Office and basically getting rid of 


the notion of the user working in one appli- 
cation or another. The person using the 
product can focus on getting the job done, 
instead of focusing on using a particular tool. 
Weve been extremely successful at selling 
The Microsoft Office, primarily because 
weve thought long and hard about how these 
products could be integrated intelligently, 
instead of just threwinga bunch of applica 


tions together in one bax, The concept has 
worked for us—more than half our sales of 
both Microsoft Word and Microsoft E. 
are made through The Microsoft Office. 

And with our inereasingzemphasis on this 


el 


product right now; | believe we will be offers 
ingan even more integrated, better-designed 
and 
Bur thar’ part of thee 


product in the month ars ahead, 


ment of being 
at Microsoft—we ean keep pushing the 
technology envelope and keep making prod: 
ucts better. The companies that aren doing 
the things Iw descrityed—the detailed re- 
search and the commitment of resources to 
future products—are destined to fall behind 
the rest of the industry and ont of touch 
with their users. 

A lot of the best ideas we're putting into 
applications are still years away from being 
fully implemented, Hook forward to the day 
when people ean dictate aloud to a word 


processor with more ease and confidens 
than they can type today. Were exploring 
technologies like this already: we have, in 
fact, one of the worlds experts in voice 
recognition in our Advanced Technology 
group right now, 

In time, some of these great ideas will 
become great products. 


—Chris Revers 


eso Appiions 


“By putting software into office systems, 
we're making technology adapt to people’s needs, 
instead of the other way around.” 


hroughour the last decade, everyday 


office work has been irrevocably al- 


tered by the personal computer. Typewriters 
and dedicated word-processing systems are 
Microsoft At Work now oddities in many offices. High-quality 


laser printers are commonplace. Access t0 
electronic mail systems has changed commu- 


ple. 


ense pace of product development 


nication for millions of px 
The 


and competition has spurred many advances 


in the PC industry. However, other office 


devices, such as fax machines, phones, and 


copiers, have not advanced in the same ways 
and at the same rate. 


ou the ability 


Today's office devices give y 
to accept and generate more data. Yer syn- 
thesizing this data into timely, valuable infor- 
mation, and communicating it to people who 
can act on it, remain difficult. Editing a fax 
message usually requires retyping it into a 


computer, despite the f 


ct that it was prob: 


ably created on a computer. Lean visually 
sift through voice-mail messages to select the 
most important one to listen to first. Docu: 


ments are distributed in different ways de- 


pending upon whether speed, quality, or the 


Karen Hlangrove, Senior General ability to edit is most important. “Fax, then 
Manager Digital Office Systems, overnight,” ‘phone tag,” and now ‘Voice-mail 
introduces new Microsoft technol rag” are daily events in the workplace. 


ogy for making office esquipment 


integrated and easier to use The individual devices in today’s office just 
don’t work together very well. 


And as newer devices of higher speeds 


and greater capabilities appear, the dual 


problems of data overload and incompati- 
bility only get worse. 
Thar’ why four-and-a-half years agp we 


started a group at Microsoft to look at 


these problems in the workplace, determine 
what is needed to allow these devices to work 
together, and put users back in control of 
their communications and office machines. 
This investigation led to the development 
of the Microsoft At Work architecture and 


software technology. Building on the exist- 


ing business and technical infrastructure, 
the Microsoft At Work architecture focuses 
on creating digital connections between 


machines so information can flow freel 


throughout the workplace. The Microsoft 


At Work software technology will be 


ncor- 
porated into future office machines, including 
phones, printers, fax machines, hand-held 
systems, copiers, and hybrid office devices. 
Best of all, the Microsoft At Work soft- 


wa 


fe technology will not only make this 


standard office equipment 


ier to use, it 
will also allow your PC and office machines 
ich other seamlessly. 
d, 


for the most part, on software for personal 


to communicate with ea 


Until now, Microsoft has been focuses 


computers, Now we will also be provid 


software technology to manufacturers of all 
office devices, This is a significant change, 
culminating in the creation of a whole new 
business area for Microsoft that will be 
developing over the next five years 

Why does it make sense for Microsoft to 
enter this business? As a leader in software 
technology, we are able to leverage our cur- 
rent strengths as we enter the market for 
office devices. 

For example, our knowledge of software 
and graphical user interfaces will enable us 
to improve the usability of systems. Weve 


drawn on our experience in creating open 


Microsoft At Wor 


“I wonder if the sales figures have 
been faxed trom the field,” said Carole. 
“4mm, the voice-mail ight is on, 
maybe I 
You have 17 voice-mail messages. 
“177 Maybe it would be easier to 
‘run downstairs and check 
“Here's the fax. Let's compare the 
sales figures to last quarter's. I'l re- 
type this fax data into a spreadsheet... 
“Now | want to distribute the num- 


‘message about the fax. ...” 


bers. Pat, can you pick up my printout, 
make copies for executive staff tax 
copies to the field, and overnight 
‘copies to the international subs?” 

Time trom start to finish: 4 hours, 
45 minutes; plus overnight delay to 
international offices. 


A glimpse ut the kinds offre machines 


and phowe 


re posse with 


Microsoft At Work teclmolon. 


rs Pr 


development platforms and operating sys- 
tems to make it possible for independent 
software developers to use standard software 
tools to create innovative solutions that fit 
the needs of individual industries and offices. 
For the user, all this comes together and 
provides the following: 
+ Ease of use. For example, ! would like the 
fax machine to show me, with graphical 
images, what I nced to do to change the 
toner or paper. I would like to see all of my 
voice-mail messages in a list and be able to 
listen to them in any order. When I'm listen: 
ing to voice-mail and someone talks too fast 
for me to get their phone number, Ii like to 
be able to rewind slightly, just like I do on a 
tape deck, to hear the phone number again. | 
don't want to memorize cryptic sequences of 
keystrokes or have to consult a user's manual 
just to do these simple tasks. 
+ Real integration between the PC, applica- 
tions, and other office systems. I would like 
wo be able to receive the sales figures from 
the fidd as an “editable fax” thar can be 
opened by Microsoft Excel and charted. 1 
would like to use our corporate Microsoft 


Access database to get previous quarterly 


figures to create a comparative report. Once 
Tcomplete my report, I want to “fax” it 
back out to the field directly from Microsoft 
Excel. This integration between applications 
and office systems will be possible with 
Microsoft Ar Work. 

* An enabling platform, Microsoft At Work 
allows equipment manufacturers and soft- 
ca broad family 

of solutions, just like they do for personal 


ware developers to crea 


computers right now. Today, these office 
systems are “hardwired,” in a sense. If | want 
to change the interface or add new function 
ality, I basically have to buy a whole new 


picce of equipment. Ir would be like having 
tw buy a whole new computer every time 

I wanted to get a new application, With 
Microsoft Ar Work~based systems, I'll be 
able to “upgrade” my phone, cop! 
and hand-held systems jn 


the same way I can upgrade software for 


machine, printer, 


my computer, 

“Traditionally Microsoft has not had 
products or expertise in the office automa: 
tion and telecommunications industries 
“Thar’s why we recognize the importance of 
establishing relationships with leading com 
panies in these areas to jointly define and 
create new office systems that incorporate 
the Microsoft At Work software. 


On June 9, 1993, we announced the 
Microsoft At Work architecture. 


Ar that time, more than 70 other compa- 
nies announced thar they were currently 
working with Microsoft and will support 
this architecture in their future products. By 
working with them, we are branching out t0 
provide software technology that now tran- 
scends industries. 

Ar the announcement, we demonstrated 
a wide range of concepts for possible furure 
peoducts with a variety of industry leaders, 
including: Windows-based hand-held com: 
panions with Compaq; printing systems with 
Hewlett-Packard; fax/PC integration prod- 
ucts with Muratec (formerly Murata); fax! 
phone hybrid systems with NEC; phones 


with Northern Telecom; fax machines with 


Ricoh; and copiers with Xerox 


By working closely with these comp 


we hope to create products that give people 
better control of communications and better 
access 10 information. In other words, by 


putting software into office systems, were 


by levenamg our experience from 


| computer imetface design, wee 
‘mated this prototype of how a 
Microsoft At Wir telephime 
interface might appear, 


“Iwonder if the sales figures have 
‘been faxed from the field,” said Carole. 
“Hmm, let me check my voice-mail 
‘on-screen to see if the fax has arrived. 

“Great, here it is. Let's compare the 
‘sales figures to last quarter's. I'M just 
cut and paste this information trom the 
‘fa inte Microsoft Excel and generate a 
‘report, Them I'l enter it into our corpo- 
rate database using Microsoft Access. 

“Wow | want to distribute the aum- 
bers, Using Microsoft Mail, I'll send the 
‘eport directly to executive staff and 
‘ar it to the field and to international 
‘subs right trom my computer.” 

‘Time from start to finish; 25. 
‘minutes. no delay in international: 
‘distribution. 


making technology adapt to people's needs, 
instead of the other way around. 

The Microsoft At Work architecture is 
4 solution that focuses on real user needs. 
Information is che lifelNood of an onganiza- 
tion, yet the principal tools people use every 
day to create, manipulate, analyze, exchange, 
Present, and communicate information are 
not connected. There is a tremendous need 
to move information both down the hall 
and across the globe. Making office equip- 
ment efficient and eayy to use will permie 
People to get work done more quickly and 
cost-effectively. 

What's more, ita pragmatic solution, 
The world is not gning to change overnight. 
Organizations will not discard existing, 
functioning equipment—much less rip out 
aan entire base of installed systems—to get 
the incremental benefits of a new generation 
of office equipment. 

Designed as a practical, evolutionary 
approach, the Microsoft At Work architec 
ture defines a logical path to a more fune- 
‘Sonal and well-integrated workplace. 
Microsoft Ar Work—based devices and prod- 
ucts will be able to be deployed alongside, 
and be compatible with, existing office 
Products. Microsoft Ar Work-based devices 
and products will build on the existing infra- 
structure, And what’ more, the archinecrure 
and devices will integrate well with the 
widely used Microsoft Windows operating 
system and Windows-based applications. 

Finally, and perhaps most important, the 
Microsoft At Work architecture relies upon 
‘our working closely with other companies to 
create these products. Thus, no single com- 
pany faces the enormous challenge of pro- 
ducing the best product in every categpey 
to deliver on this vision. By incorporating 


Microsoft At Work software, vendors can 
devore their resources to excellence in their 
‘own markets, and to producing high-quality, 
compatible products thar build upon a single 
broad, open platform. And the result will be 
a wide variety of compatible products andl 
services from which customers can pick 

and choose. 


How does this fit with Microsoft's overall 


In November 1990, Bill Gates described 
the company’s direction for the furure as 
Information At Your Fingertips, a statement 
that embodies the ability to get the informa: 
tion we need quickly and easily, when and 
ow we need it, from wherever it resides, 

‘The Microsoft At Work architecture is 
the next logical step in Microsoft's effort to 
deliver on Information At Your Fingertips. 
Microsoft Ar Work-based devices will con- 
‘centrate on the enhancement of familiar 
office products and their integration into 
an underlying information framework. 

Microsoft fully expects the depth and 
strength of product innovation based on the 
Microsoft At Work architecture to result in 
the development of a wide variety of high- 
quality products. Many existing companies 
will be successful in this market. Many new 
companies with products that we cannot 
‘yet envision will also make a significant 
market impact. 

We believe offices that use this equip- 
‘ment will be more efficient, costeffective, 
and functional—places in which the talent 
and creativity of individuals will be teuly 
enhanced by the capabilities that Microsoft 
At Work can deliver. 


— Karen Hargrove 


Microsoft At Wonk 


“Our motto is ‘software for people, not computers.’ 
We want to create software that enables all adults to gain control 
over these pesky devices, while also empowering the next 


generation to fully master them.” 


Microsoft Home| 


Bruce Jacobsen, General Manager 


Entry Business Unit ales about 


how svete bringing computers 
into the homes and lives of new 


generation of customer 


y friends think I'm smart because | 
M | work at Microsoft, which is kind of 
worrisome. They figure that since Lean 
answer all sorts of questions about our soft 
ware, Lmust know a lot. 


Bur the truth is that sometimes I feel a 


little deflated a 


rer answering their ques- 
tions, Often, | helped to design the soft: 


ware they're asking about. And the things 


y didnt understand we 
to be simpl 


This problem goes beyond my friend 


suppose 


IS an industry-wide issue, in fact, involving 
software from virtually every company in 
the business. In one usability test after an- 
other, we've found that even very sophisti- 
cated people—research physicists, biologists, 


doctors, and so forth- 


are using only 


small percentage of their software's function- 


ality, They regard software as a mine field 
through which they maneuver their way 

carefully, learning one path through it and 
never discovering the rest of its capabilities 


Fortunately for Microsoft, we do better 


than most in these usability tests. Fortu- 
nately for the industry, most current users 
of software are still willing to tolerate this 


situation, Computers are a requirement of 


hey 


people’ jobs, so they persevere 


fered classes, or are told they can “ask 


the person across the hall who really likes 


computers,” or some 


suggests thar they 
call the product support department. 
People today also seem ready to assume 
that the computers are right and theyre 
wrong, since they keep hearing that 


“computers are the future.” 


"But Microsoft wants people to think about | 
using a computer in the same way they | 
_would think about going to a movie or | 
calling a friend—as a fun thing to do, a | 


_part of their everyday lives, 


To accomplish this, were designing a 
new generation of software that goes far 
beyond the traditional business-focused 
design of many products today, While we 
want to build on the phenomenal success 
and momentum that Microsoft has enjoyed 


with Windows, » 


Iso recognize that reach- 
ing these new markets will require us to 
think about our products in new ways and 
to add some pieces to the software puzzle 
that haven't been there before. 

The first key piece we're looking at is 
“what goes on top”—the interface that 
‘you use to make the software perform. 
Currently, most interfaces could be called 

‘passive aggressive.” They sit there waiting 

for you to do something, and if you make a 
mistake, youre in trouble, Passive aggressive 
bbchavior is considered unattractive in people, 
and it’ less than ideal for computers, as well 

What we want instead is what we might 
loosely call a “social interface.” This type 
of software would get to know you and anti- 
cipate your needs. Ir would actively present 
‘you with options at each stage in your work, 
suggesting what you could do next. Ir would 
introduce itself over time, piece by piece, 
reaching you basics and presenting new tools 
And perhaps just as important, this software 
would have an approachable personality, 


an open attitude. 


aicoof tome 


As part of the product definition stage 


for an upecmmingg program, Microsoft 
developers interviewed potential 
‘customers and followed thems around 
their homes, collecting mone than a 
thousand individual pleces of 
information that are collected in this 
roc for reversal analy 


Microsoft Home 


We might describe this new breed of 
software with a metaphor about making a 
meal, Software today requires you to cook 
‘your own meal—you can make anything 
_you want, as long as you have the recipe and 
the time to go shopping and cook. But you 
still have to learn how to cook, Software 
tomorrow, on the other hand, may more 
closely resemble a restaurant—a waiter 
presents you with choices and you make 
your selections. Every restaurant wont offer 
every choice, but there will be a range of 
restaurants offering everything from fast 
food to gourmet meals, 

You can already see the beginnings of this 
kind of thinking in our products today. Our 
award-winning (and already the best-seller 
in its category) desktop publishing package, 
Microsoft Publisher, features a technology 
called “wizards.” Wizards walk a user step- 
by-step through the creation of documents 


such as newsletters, They ask the user'a 
series of questions (for example, "What style 
of newsletter are you looking for?”) and then 
offer a series of choices (Classic, Modern, 
Jazzy, Seasonal, Art Deco). They showv snap- 
shot previews of whar each choice will look 
like. Then, based on the user’ responses, 
Publisher automatically lays out the docu- 
‘ment. Despite the apparent simplicity of this 
tool, it required some fairly advanced tech- 
nology and smart thinking to create. 

In the same way we're thinking hard 
about interface questions, we're also think- 
ingghard about content issies, in reference to 
both information and expertise, Microsoft 
is already a well-recognized information 
provider within the world of compact dise— 
based multimedia. Recently, for example, 
Microsoft’ titles accounted for four of the 
top ten titles, according to one distributor’ 
bot list. These titles include everything from 


the Microsoft Encarta multimedia ency= 
clopedia to the Microsoft Cinemania inter- 
active movie guide. Each of these titles offers 
millions of words on disc, complemented 

by pictures, video, sound, and—most 
critical —dozens of ways to explore and use 
all that information. 

‘The other, more subtle aspect of content 
is expertise, something ese that can be 
displayed by the wizards feature. During its 
development, the designers of Publisher real- 
ized that making the product easy to use also 
meant that a lot of disappointing newsletters 
would be produced by people who didn’t 
know anything about publishing or graphics, 

“To address that concern, our developers 
and designers pur their expertise into wiz- 
ards, After Publisher asks users what type of 
“look” they want, the program then makes 
decisions about a dozen different compo- 
nents, from the typeface to the design of 
the masthead, 

In addition to providing users with exper= 
tise they may not already have, wizards also 
introduce those users to new ideas. For 
example, publications such as this annual 
report use wider mangins (called "gutter 
mangins”) for the inside of the page to 
accommodate the binding, These wider 
margins on the inside are required to give 
the reader the illision of equal margins. 
Publisher asks if the user wants to create a 
document like this report and, if i austo- 
matically creates wider inside margins, thus 
introducing both a design concept and addi- 
tional product functionality that the user 


may not have already explored, 


Thinking about new technologies like these 
has also gotten us thinking about new types 


of customers—children, for example. 


ee eee! 


Kids As Critics 


‘As we have entered the consumer 


market, we've gone out of our way 
to nvite criticism. 

The development teams for 
upcoming consumer products have 
Volunteered an afternoon every week 
‘to work in schools to introduce 
students to our software, 

(Children, we've discovered, use 
software differently than adults do, 
‘They like it to be inviting and varied, 
while their parents may tend to take 
‘8 more utilitarian view. 

Children can be the best critics, 
because they respond directly, They’ 


tell us what’s hot and what's not, with- 


out us needing to probe very much! 
(ur hope is to create a new gener- 
ation of software that's in touch with 
this generation of kids, preparing 
them for tomorrow white making their 
Joarning experiences richer today. 


PRE COMPSOGNATHUS? 


Microsoft Dinosaurs goes deep into 
the fomest primal ad brings users 
face-to-face with those incredible 
nines that roamed and ruled the 
earth, Dinosaurs features over L000 
full-color ibestrations and photos 


sand nearly 200 factfilled articles, 


Over the next year, the Consumer 
Division will be introducing several titles 
designed specifically for the grammar- 
school- and high-school-age markers. 

While parents and educators might argue 
about the overall merit of entertainment sys- 
tems like those from Nintendo or Sega, we've 
discovered that they have provided one way 
to prepare children for technology. 

We adults are accustomed to using appli- 
ances like dishwashers and refrigerators. But 
there’ 
nology inside your refrigerator, and if you 


little room for “exploring” the tech- 


explore improperly, the result might easily 
be a $125 repair bill. 

On the other hand, children have been 
conditioned by Nintendo and Sega, These 
systems have been designed so that they are 
difficult to break. Many of the games are 
buile around fa 


sy worlds that encour- 
age children to explore and try new things. 
What’ more, the games are designed to 
“crash”—to reset the user back to zero— 
so if something goes wrong, the child just 
starts over again, 

“These attitudes are what were trying, 
to introduce into software as well—making 
it possible for children to learn products 
quickly and have a great time doing it— 
while providing a lot of creative rewards and 
surprises. And our challenge isto allow kids 
to combine play with creation, so that they 
can build wonderful chings on the computer. 

Our commitment is to provide the very 
best quality of software for children—to 
take advantage of Microsoft’ technology 
and provide it in a context and style children 
will love. 

We believe this is an important contribu- 


tion to the next generation. Some of the chal- 
lenges in education are well known. And 
in most subjects, from physics to literature, 


many schoolchildren all too quickly run 
into limitations. But with computers and 
software—especially with the rapid decline 
in hardware prices—children can have 
access t0 a universe of information on any 
subject thar interests them, and be able to 
explore that information in a way thar’ far 
more approachable and appropriate than 
shar chey could do even with books. 

As you read this, you may be asking: 
“Whar market potential exists for this 
technology? Isnt most software today 
business software?” 

‘There are several responses to this. First, 
the kind of thinking I've detailed here is 
rapidly being adapted in our “high-end” 
software. Companies are realizing that train- 
ing people how to use software frequently 
costs more than the software itself, which 
has motivated us to become leaders in creat- 
ing software that's easy to use, 

Bu perhaps more important, the poten: 
tial of microprocessors andl software has 
only begun to be tapped, particularly in the 
home. While software companies may reach 
saturation in some parts of the corporate 
marker, it will be years before that problem 
confronts vendors in the home, What’ more, 
wee see the home computer market continu 
ing to expand as people purchase their sec- 
cond computers, which could be in the form 
of an intelligent device attached to a televi- 
sion or a computer the size of a wallet. 

Ulimarely, our mission isto give people 
control over technology. In the Consumer 
Division at Microsoft, our motto is “software 
for people, not computers.” We want to 
create software that enables all adults to gain 
control over these pesky devices, while also 
empowering the next generation to fully 
master them. 


Bruce licobsen 
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Microsoft Windows NT gained media attention Microsoft continues to be the premier developer 


aud BYTE magazine? “Best of Show™ award at of Macintosh applications, producing upgnudes 


its May introdnetion at COMDEX. of Microsoft Wond, Microsoft Works, amd other 


products this year 
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highlighted by new versions of Microsoft Visual Basic, oriented imterfic 
which will also be incorporated as the common computer users ‘operating system, helped prompt the success of The 
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The dram ig of the Microsoft al multimedia ttes—incuaing the Encarta ‘Released in March, 
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better serve our cus ‘meet the growing demand 


around the world. 
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Microsoft Select, a major innowsation in prosluct The Microsoft corp 


licensing, pulls together our worldwide licensing jvc, and huanan shipment in mudrple langiuages at introduction. 


options, much of it through matching funds 


The “Uperade Your Worle” n sold in book a 
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, provide tra 
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Product Groups. Operating systems product group 
sales were $1,267 million, $1,104 million, and 
$668 million in 1993, 1992, and 1991, Revenues 
from the Microsoft MS-DOS operating system 
increased steadily in both 1998 and 1992. Addi- 
tionally, releases of new retail upgrade versions 
(MS-DOS 6 Upgrade in 1993 and MS-DOS 5 
Upgrade in lare 1991) increased revenues year 
cnet year. Industry sources indicate the installed 
hase of MS-DOS is approximately 120 million 
personal computers as of June 30, 199% The 
MS. Windows operating system was an increas 
ingly strong contributor to systems revenues 
during the three-year period. As of June 30, 
1993 the installed base of MS Windows is over 
30 million PCs. 
Applications product group revenues 
‘were $2,173 million, $1,363 million, and $935 
million in 1993, 1992, and 1991. Increases in 
applications revenues were led by sales of 
Windows-based products, particularly The 
Microsoft Office, The Microsoft Office in- 
cludes Microsoft Excel, Microsoft Word, a 
Microsoft Mail license, and the Microsoft 
PowerPoint» presentation graphics program. 
Sales of Microsoft Excel and Microsoft Word 
for Windows also increased in both 1993 and 
1992. Microsoft Access, a new database man- 
agement product released during 1993 with 
introductory pricing, was a strong contributor 


up from approximately 65% in 1992 and 50% 
in 1991, 

Versions of The Microsoft Office, Microsoft 
Excel, and Microsoft Word for the Macintosh 
also contributed to applications revenuc growth, 
with increased sales in 1998 and 1992. Macin- 
tosh products represented approximately 13% 
of total applications revenues in 1993, and 19% 
in 1992 and 1991. 

Hardware product group revenuies were 
$233 million, $254 million, and $213 million in 
1993, 1992, and 1991, The hardware product 
groups principal products are the Microsoft 
Mouse and BallPointe mouse pointing devices. 
Demand for these and competing products is 
linked to that for the Windows operating sys- 
tem, which is enhanced by using a mouse. 


Sales Channels. The Company has three major 
‘channels of distribution: U.S, Imernational, 
and OEM. Sales in the U.S. and International 
‘channels are primarily to distributors and 
resellers. OEM channd revenues are license 
foes from original equipment manufacturers. 

U.S channel revenues increased 28% in 1993. 
to $1,182 millon, Revenues were $926 million in 
1992 and $563 million in 1991, 

Revenues in Europe were $1,259 million, 
‘$997 million, and $688 million in 1993, 1992, 
and 1991. Other international revenues were 
‘$504 million, $313 million, and $207 million, 
respectively. 

‘The Company’ operating results are 
affected by foreign exchange rates. Revenues 
collected in foreign currencies represented 
44%, 46%, and 47% of total revenues in 1993, 
1992, and 1991. Since much of the Company's 
imernational manufacturing costs and operat= 
ing expenses are incurred in local currencies, 
the total impact of exchange rates on net 
income is less than on revenues, 

OEM revenues (primarily operating 
systems) grew 53% from the prior year to 


Microsoft Corpoeation 1993 Francia Reads EY 


Management's Discussion And Analysis (con) 


(In millions, except earnings per share) 


[Operating Expenses 


(In millions) 


si 


12% 


st 


stent 


Gea 


$731 million. OEM revenues were $477 million 
in 1992 and $337 million in 1991. MS-DOS 
continues to be preinstalled on many personal 
computers sold by OEMs. In addirion, many 
major original equipment manufacturers are 
reinstalling Windows on personal computers, 
leading to increased revenues through the OEM 
channel, During 1993, approximately 75% of 
total Windows units were sold through the 
OEM channel, up from approximately 50% 

in 1992.and 40% in 1991. 


Cost of Revenues 
19) Charge 1952 Change 1981 


further development of Product Support Ser- 
vices. These increases have occurred in the 
USS, in Europe, and in other geographic areas. 

Increases in general and administrative 
expenses are primarily attributable to the 
growth in the systems and people necessary 
to support overall increases in the scope of 


the Company operations. 

‘Nonoperating Income 

Nonoperating 

income S75 67% «SAS 1% «= SL 
Percentage of 

inet revenves 20% 16% 11% 


Cost ofrevenues S633 36% S467 29% $362 


Percentage of 
net revenues 169% 169% 196% 


Cost of revenues as a percentage of net revenues 
‘was 16,9% in 1993 and 1992, dawn from 19.6% 
in 1991. Cost of revenues can vary with the 
channel mix, product mix within channels, and 
price changes. 


“The primary component of nonoperating in- 
‘comes interest income, which was $83 million, 
$58 million, and $42 million in 1993, 1992, and 
1991, Increased interest income isthe result of a 
larger investment portfolio generated by cash 
from operations, offset in both 1993 and 1992 
by declining interest rates. 


Provision for Income Taxes 


Operating Expenses 
10) Cham _190 Changs 19 1091 _Chge 1902 Charge 194 

Research and Provision for 

development $47) 34% $352 50% $235 incometaxey S448 35% = «$333 60% © $208 
Percentage of Percentage of 

net revenues 12.5% 128% 128% net reventics 1.9% 11% 13% 
Sales and Effective tax rate 32.0% 32.0% 3.0% 

marketing. ‘SL205 41% = SRS4 60% $534 eee 
Percentage of 

netrevees “221% u0% 290% The effective rax rate was 32% in 1993.and 1992, 
General and 3 ia 

“Auman $119 32% $90 4% $62 and 31% in 1: Notes To Financial Statements 
peleets describe the differences between the U.S. statu- 


ict reves 32% 33% 34% 


Increases in research and development expenses 
resulted primarily from planned additions to 
the Company’ software development staff and 
higher levels of third-party development costs. 
As of June 30, 1993, the Company employed 
approximately 4000 people in product research 
and development, compared to 3400 in 192 
and 2,700 in 1991. 

Increases in sales and marketing expenses 
have been due to planned hiring of marketing 
personnel, increased advertising for the launch 
of new products and marketing programs, 
including television and radio advertising, and 
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tory and effective income tax rates, 


‘et income and Earnings Per Share 
198 1012 Chasge 19 
Netincome S953_—-35% STOR 53% S463 
Percentage of 
niet revenues 254% 257% 251% 
Earnings 
per-share SRIS 31% S241 7% SLOd 


Net income as a percentage of net revenues 
decreased slightly in 1993, primarily due to 
higher relative sales and marketing expendi- 
tures. The increase in net income as a percent- 
age of net revenues in 1992 was attributable to 
higher gross margin. 


—— 
Statements 


(1m muallions, except earnings per share) ‘Year Ended June 30 
1993, 1992 1991 
Net revenues $3733 $2759 SL843 
Cost of revenues 63 467 362 
‘Gross profit 4120 2,292 1a81 
Operating expenses 
Research and development 470 352 235 
Sales and marketing 4,205 854 534 
General and administrative 9 90 2 
‘Total operating expenses 1,794 1,296 831 
Operating income 1,326 99% 650 
Interest income — net 82 56 7 
Other a (at) (16) 
Income before income taxes 1401 1041 oa 
Provision for income taxes a8 33 208 
‘Net income S$ 93 S$ 78 S$ 463 
Earnings per share $315 $ 241 S 164 


Weighted average shares outstanding 303 294 282 


‘See accompanying notes 
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Management's Discussion And Analysis com) 


“The Company's 1993 Annual Report includes 
discussions of its long-term growth outlook, 

The following issues and risks, among others, 
should be considered in evaluating its outlook. 


manufacturing, and selling software is expen- 
sive and the investment in product development 
‘often involves a long pay-back cycle. The Com- 
pany began investing in the principal products 
that are significant to its current revenues in 
the early 1990s. The Company’ plans for 1994 
include significant investments in software 
research and development and related product 
‘opportunities from which significant revernties 
are not anticipated for a number of years. 
‘Competitors of the Company may clone the 
Company's products without the cost burden 
of such long-term investment. 

The Microsoft Office. Management expects 
revenues from The Microsoft Office to increase 
asa percentage of rotal revenues in 1994. The 
Price of The Microsoft Office is less than the 
‘sum of the prices for the individual application 
programs included in this product when such 
programs are sold separately. 

Prices. Future prices the Company is able to 
obtain for its products may decrease from his- 
torical levels, depending upon market and other 
cost factors. 

Upgrades. Product upgrades, enabling users 
to upgrade from earlier versions of the Com- 
‘pany’ products or from competitors’ products, 
have lower prices than new products. Unit sales 
represented by product upgrades increased 
in 1993 and 1992. This trend is expected to 
continue in 1994, 
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Introductory pricing. The Company offered 
certain new products at lower introductory 
prices during 1993. This practice may continue 
with other new product offerings, 

Channel mix, Average revere per license 
is kower fram OEM licenses than from retail 
versions, reflecting the relatively lower direct 
‘costs of operations in the OEM channel. An 
increasingly higher percentage of Windows was 
sold through the OEM channel during 1993 
and 1992. The Company expects this trend to 
continue in 1994, 

Volteme discounts. In 1993, unit sales in- 
creased under Microyoft Select, a large account 
program designed to permit large organizations 
to easily obtain Microsoft products. This pro- 
gram includes volume licensing akernatives and 
special upgrade, documentation, and installa- 
‘tion options. This program has been popular 
with large enterprises, and revenues under this 
program are expected to increase in 1994, 

Foreign exchange. A large percentage of 
the Company’ sales is transacted in Jocal cur- 
rencies. As a result, the Company’ revenues 
are subject eo foreign exchange rate fluctuations. 

Cost of revenues. Although cost of revenues 
a8 percentage of net revenues was relatively 
‘consistent in 1998 and 1992, ic varies with chan- 
nel mix and product mix within channels. 
Changes in channel and product mix, as well as 
in the cost of the components of the Company's 
products, may affect cost of revenues as a per- 
centage of net revenues in 1994. 

Sales and marketing and support invest- 
‘ments. The Companys plans for 1994 include 
continued inwestments in its sales and marketing 
and support groups. Competitors may be able 
to emter the market without making investments 
of such scale. 


Management's Discussion And Analysis (cm) 


Income taxes. New U.S, tix legislation has 
been enacted. The new legislation and related 
regulations and interpretations will increase the 
Company's effective income tax rate in 1994, 


the Company’ future reported earnings. 

Unlicensed copying, Unlicensed copying of 
software represents a loss of revenues to the 
Company. The Company is actively educating 
consumers and lawmakers on this issue. During 
1993, new software copyright laws were passed 
and enforced in Italy, contibuting to increased 
revernies in that country. The Company will 
‘continue to devote resources to this issue, How- 
ever, there can be no assurance that continued 
efforts will affect revenues positively. 

Growth nites. Management does not expect 
1994 revenue growth rates to be as high as those 
for 1993, Operating expenses as a percentage 
of revenues may increase in 1994 because of the 
above factors, among others. 

Other. Sce Notes To Financial Starements 
regarding other factors concerning the Com- 
pany, inching contingencies related to govern 
ment regulation and legal proceedings, 


‘The Companys cash and short-term invest- 
ments toraled $2,290 million at June 30, 1993 
and represented 60% of total assets. The 

portfolio is diversified ameng sccunty types, 


industry groups, and individual issuers. The 
‘Company’ investments are investment grade 
and liquid. 

Microsoft has no material long-term debt. 
Stockholders equity at June 30, 1993 was over 
$32 billion. 

(Cash generated from operations has been 
sufficient to fund the Company’ investment 
in research and devdopment activities and 
facilities expansion. As the Company grows, 
investments will continue in research and 
development in existing and advanced areas of 
technology. Cash may also be used to acquire 
technology or to fund strategic ventures, Addi- 
Hons to property, plant, and equipment are 
‘expected t0 continue, inchading new facilities 
and computer systems for development, 
sales and marketing, product support, and 
administrative staff. 

The exercise of stock options by employees 
provides additional cash, Funds received have 
been used to repurchase the Company's com- 
mon stock on the open market, to provide shares 
for stock option and stock purchase plans. This 
practice is expected to continue in 1994, 

‘The Company has available $85 million of 
standby mulkicurrency lines of credit. These 
lines support foreign currency hedging and 
international cash management. 

‘Management believes existing cash and 
short-term investments together with funds 
generated from operations will be sufficient to. 
meet the Company’ operating requirements 
in 1994, 
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Balance Sheets 


‘Assets—1999) 
Ohersurrene anes Conk 
we ww 
PIKE Other 2% 
si 


abilities & Stockholders’ Equity—1993| 


‘Mockboldey equty 48% 


Lsen 19% 


(in millions) June 30 
1993 1992 
Assets 
Current assets: 
Cash and short-term investments $2,290 $1,345 
Accounts receivable — net of allowances of $76 and $57 338 270 
Inventories 17 86 
Other 95 ° 
“Total current assets 2850 170 
Property, plant, and equipment — net 867 767 
Other assers 88 103 
Total assets $3805 $2,640 
Liabilities and stockholders’ equity 
Current liabilities: 
Accounts payable s 29 $196 
Acerued compensation 8% a 
Income taxes payable 127 2B 
Other ul ie 
Total current liabilities 363 447 
‘Commitments and contingencies - _ 
Stockholders’ equity: 
‘Common stock and paid-in capital —shares authorized 500; 
issued and outstanding 282 and 272 1086 657 
Retained earnings 2156 1,536 
Total stockholders’ equity 3242 2,193 
‘Total liabilities and stockholders’ equity $3,805 $2,640 
See accompanying notes. 
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Statements Of Stockholders’ Equity 


(In millions) 


sue 


51193] 


13s) 


(tm millions) Year Ended June 30 
1993 1992 1991 
Common stock and paid-in capital 
Balance, beginning of year $ 657 $ 395 $ 220 
‘Common stock issued 29 135 9% 
‘Common stock repurchased i) (3) (5) 
Stock option income tax benefits 207 130 85 
Balance, end of year 1,086 657 395 
Retained earnings 
Balance, beginning of year 1,536 956 699 
‘Common stock repurchased (243) (132) (192) 
Net income 953 708 463 
‘Translation adjustment (90) 4 (14) 
Balance, end of year 2,156 1,536 956 
‘Total stockholders’ equity $3242 $2,193 $1,351 
See accompanying motes. 
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Cash Flows Statements 


Cash & Short-Term Investments (In millions) Year Ended June 30 
Un milions) 1993 1992 1991 
Cash flows from operations 
Net income S 953 $ 708 $463 
Depreciation and amortization 151 12 76 
Current liabilities 7 167 107 
Accounts receivable (121) (33) (65) 
Inventories (Si) (40) 8 
Other current assets (35) (18) (18) 
Net cash from operations 1.0m 896 S7L 
Cash flows trom financing 
Common stock issued 229 135 95 
Common stock repurchased (250) (135) (197) 
Stock option income tax benefits 207 130 85 
Net cash from financing 186 130 (7) 
Cash flows used for investments 
Additions to property, plant, and equipment (236) (317) (264) 
Other assets (17) (al) (40) 
Short-term investments (723) (284) (cad) 
Net cash used for investments (976) (642) (381) 
Net change in cash and equivalents 284 384 173 
Effect of exchange rates (62) (10) 2) 
Cash and equivalents, beginning of year 7 47 246 
Cash and equivalents, end of year 1013 791 4i7 
Short-term investments 1277 554 269 
Cash and short-term investments $2,290 $1,345 $686 
See accompanying notes. 
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Reports Of Management And | 


ependent Auditors 


has included in the Company’ financial state- 
ments amounts that are based on estimates 
and judgments, which it believes are reasonable 
under the circumstances. 

‘The Company maintains a system of internal 
accounting policies, procedures, and controls 
intended to provide reasonable assurance, at 
appropriate cost, that transactions are executed 
in accordance with Company authorization and 
are properly recorded and reported in the finan- 
cial statements, and that assets are adequately 
ce) 

Deloite & ‘Touche ands the Company's 


Wectoal laa 


Vice President, Finance; Treasurer 


Report of independent Auditors) 
To the Board of Directors and Stockholders of 
Microsoft Corporation: 

We have audited the accompanying balance 
sheets of Microsoft Corporation and subsidiar- 
ies as of June 30, 1993 and 1992, and the related 
‘statements of income, stockholders’ equity, and 
cash flows for each of the three years in the 
period ended June 30, 1993. These financial 
‘statements are the responsibility of the Com- 
pary$ management. Our responsibility is to 
express an opinion on these financial statements 
based on our audits, 

We conducted our audits in accordance with 
generally accepred auditing standards. Those 
standards require that we plan and perform 
the audit to obtain reasonable assurance about 
whether the financial starements are free of 
material misstatement. An audit includes exam- 
ining, on a test basis, evidence supporting the 
amounts and disclosures in the financial state- 
ments, An audit also includes assessing the 
accounting principles used and significant 
estimates made by management, as well as 
cvaluating the overall financial statement pre- 
sentation. We believe char our audits provide a 
reasonable basis for our opinion. 

In our opinion, such financial statements 
present fairly, in all material respects, the finan- 
Gal position of Microsoft Corporation and 
subsidiaries as of June 30, 1993 and 1992, and 
the results of their operations and their cash 
flows for each of the three years in the period 
‘ended June 30, 1993 in conformity with gener- 
ally accepted accounting principles. 


Lhe 1 Take 


Deloitte & Touche 
Seattle, Washington 
July 28, 1993 

(August 20, 1993 asto 
Contingencies Note) 
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[Notes To Financial Statements 


Forergn currencies. Current assets and 
liabilities denominated in foreign currencies are 
translated at the exchange rate on the balance 
sheet date. Fixed assets and resuking deprecia- 
‘on are trandlated at historical rates. Transla- 
‘on adjustments resulting from this process are 
charged or credited to equity: Revenues, costs, 
and expenses are translated at average rates of 
exchange prevailing during the year. The bal- 
ance in the cumulative translation adjustment 
account at June 30, 1993 decreased stockhold- 
crs equity by $89 million. Gains and losses on 
foreign currency transactions and hedge con- 
tracts are included in other expense. 

Revenue recognition. Revenve from sales, 
to distributors or dealers is recognized when 
related products are shipped. Revenue from 
products licensed to original equipment manu- 
facturers is recognized ratably over the license 


policies permitting the return of products 
under certain circumstances, The Company's 
reserve for warranties and returns was $63 
million and $41 million ar June 30, 1993 

and 1992, 

Research and development. Research and 
development costs are expensed as incurred. 
Financial accounting rules requiring capitaliza- 
tion of certain software development costs do 
not materially affect the Company. 
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Income taxes. Income tax expense includes 
U.S and international income taxes, plus an 
acerual for U.S. taxes on undistributed earn- 
ings of international subsidiaries, Certain items 
‘of income and expense are not reported in tax 
returns and financial statements in the same 
‘year, The tax affected difference is reported 
as deferred income taxes, Tax credits are ac- 
counted for as a reduction of tax expense in the 
‘year in which the credits reduce taxes payable. 

Earnings per share. Earnings per share is 
computed on the basis of the weighted average 
number of common shares outstanding plus the 
effect of outstanding stock options, compured 
using the treasury stock method. 

Cash and short-term imestments. The 
‘Company considers all highly liquid invest- 
ments with a maturity of three months ot less 
at the date of purchase tw be cash equivalents, 
‘Short-term investments are stated at the lower 
‘of cost or market. Cost approximates market 
value for all classifications of cash and short- 
term investments. 

Inventories. inventories are stated at the 
lower of cost or market. Cost is determined 
using the first-in, first-out method. 

Property, plant, and equipment. Property, 
plant, and equipment is stated at cost and 
depreciated using the straight-line method 
cover the following estimated useful lives: 


Baildings yer 
Leasehold improvements Lease term 
Computer equipment and other 3-5 years 


Diversification of risk. The Company's 
investment portfolio is diversified and consists 
of short-term investment grade securities. At 
June 30, 1993 and 1992 apprasimarely 40% and 
5%, respectively, of accounts receivable repre- 
sented amounts due from ten customers, Two 
eustomers each accounted for approximately 
10% of revenues in 1993, The Company hedges 
certain forcign exchange exposures and had 
$33 million of hedge contracts outstanding at 
June 30, 1993, 

Reclassifications. Certain reclassifications 
have been made for consistent presentation, 
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[Cash and Short-Term investments 
‘An mons re 30 
ae 

Gash and equnalenrs: 
Gsh 5 225 $ 200 
Commercial paper De 48 
Money market preferreds 19d 
Certificates of deposit 1608 
Bank loan participations WS 
Cash and equivalents 1s 


Short-term investments: 


‘Municipal securities 2m 
Corporate notes and bonds 1s 
USS Treasury securities 100 
Auction rate preferreds 2 
Commercial paper 15 

‘Short-term investments 34 


Gashand short-term investments 


[Property, Plant and Equipment 


‘dedi 

= 
Tand or 
Buildings 389 
‘Computer equipment 4s 
Other BB 
Property plant, and equipment—at cost IS 
Accumulated depreciation 


Property plant, and equipment 


{Leases} 

The Company has operating leases for most 
international and U.S. sales and support offices 
and certain equipment. Certain leases provide 
for rental adjustments based on a consumer 
price index, Rental expense for operating leases 
was $54 million, $44 million, and $28 million in 
1993, 1992, and 1991. Ar June 30, 1993, furure 
‘minimum rental payments under noncancelable 
operating leases were (in millions): 


Fil Year swe Ress! Paes 
194 $60 
1995 2 
199%6 7 
197 8 
1998 4 
1999 and thereafter 35 
“Toral minimum payments S256 


The provision for income taxes was composed of: 


mations) yn 902981, 
Current: 

USS and state $32 $225 $133, 

International 32102 

7 a7 2S 

Deferred benefit 7) a7) 


Provision for income taxes S333 


Deferred taxes related to riming differences were: 


(tnt) 19931992 tom 
International earnings $2 $i $2 
Revernes a) (3) tt) 
Cost of revenues ag 2 9 
Expenses ea 
Deferred incometax benefit $27) $14) _SQ7) 
Differences between the U.S, statutory and 
effective tax rates were: 

a eT 
TS seaurory rate Om 40% 340% 
‘Tax exempt income (06) (06) (09) 
Foreign Sales Corporation (1.0) (10) (07) 
Tax credits (09) (a) — 
Other—net os 07d) 
Effective tax ete ROG 20% 0% 


U.S. and international components of income 


before income taxes were: 

(i manos) 199) ___tgen yah 
US. $960 S$ 65B $363 
International 44 383308 
Tncome before income taxes $1401 SLO4 $671 


During 1998, the Internal Revenue Service 
concluded its examination of the Companys 
Income tax returns for 1988 and 1989 without 
material adjustments, Income taxes paid were 
$187 million, $175 million, and $121 million in 
1993, 1992, and 1991. Adoption of Statement of 
Financial Accounting Standards No. 109 — 
Accounting for Income Taxes in the first quar- 
ter of 1994 will nor have a material impact on 
the financial statements. 
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Notes To Financial Statements (cont) 


Shares of common stock outstanding were 
as follows: 


Urereioes woes two 

Balance, beginningofyear-272—~—«261~~=«286 

Issued BB oO 

Reparchased a 2 © 

Balance, end of year 22 2 et 
‘The Company repurchases its common 


stock on the open marker to provide shares for 
issuance ro employees under stock option and 
stock purchase plans. The Company's Board 
of Directors authorized continuation of this 
program for 1994, 


[Employee Stock and Savings Plans | 

Employee stock purchase plan. The Company 
has an employee stock purchase plan for all 
eligible employees. Under the plan, shares of the 
‘Company’ common stock may be purchased at 
six-month intervals at 85% of the lower of the 
fair market value on the first or the last day of 
each six-month period. Employees may pur- 
chase shares having a value not exceeding 10% 
of their gross compensation during an offering 
period. During 1993, 1992, and 1991, shares to- 
taling 503,608, 464,519, and 506,038 were issued 
under the plan at average prices of $66.57, $49.17, 
and $28.06 per share. At June 30, 1993, 2,131,303 
shares were reserved for future issuance, 

Savings plan. The Company has a savings 
plan, which qualifies under Seetion 401(k) of 
the Internal Revenue Code. Under the plan, 
participating U.S. employees may defer up to 
15% of their pre-tax salary, but not more than 
statutory limits. The Company contributes 
fifty cents for each dollar contributed by a 
participant, with a maximum contribution of 
3% of a participant’ earnings. The Company’ 
matching contributions to the savings plan 
were $6.9 million, $4.9 million, and $3.2 million 
in 1993, 1992, and 1991. 

Stock option plans. The Company has stock 
option plans for directors, officers, and alll 
employees, which provide for nonqualified and 
incentive stock options, The Board of Directors 
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determines the option price (not to be less than 
fair market value for incentive options) at the 
date of grant. The options generally expire ten 
“years from the date of grant and are exercisable 
over the period stated in each option. At June 30, 
1993, options for 23,176,835 shares were exercis- 
able and 17,043,482 shares were available for 


future grants under the plans. 
eetantine Opens 
Tree hae 
Wael 
univer ange “her 
7 

June 30, 19906318628 SIL 
Granted 13770737 2989 
Exercised (182012) 0161972884 
Canceled “(176708)—0.33~ 32.00 1163 
Balance, 

June 30, 1991 STAVBAAP HL —4478 16,54 
Granted W873 ALIT~ 79.58 47.54 
Exercised (10,366,610) 61 = 3322 12.99 
Canceled (1852:434) 1477 

June 30,1992 60,180,519 SL 79.88 ANF 
Granted 12178751 6L78~ 8850 68.59 
Exercised (13075582) 61-7383 15:90 
Canceled 2.24755) 994-88.25 2RA6 
Balance, 

June 30,1993 $7035 933_ 0.61 ~ 88.50 2 


Contingencies 

On March 17, 1988, Apple Computer, Inc. 
brought suit against Microsoft Corporation 
and Hewlett-Packard Company foralleged 
copyright infringement in the U.S. District 
Court, Northern District of California. The 
complaint includes allegations that the visual 
displays of Microsoft Windows version 2.03 
infringe Apple's copyrights and exceed the 
scope of a 1985 Settlement Agreement between 
Microsoft and Apple. The complaint seeks to 
enjoin Microsoft from marketing Microsoft 
Windows version 2.03 or any derivative work 
based on Windows 2.03 and from otherwise 
infringing Apple's copyrights and seeks dam- 
ages resulting from the alleged infringement. 
‘The complaint also alleges that Microsoft is a 
contributory infringer as toa Hewlett-Packard 
product called NewWavenw. 
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The Company answered the complaint, 
denying Apple’ allegations that the visual 
displays in Microsoft Windows version 2.03 
infringe any protecrible right of Apple, raising 
affirmative defenses, asserting counterclaims, 
and seeking damages in an unspecified amount 
resulting from Apple's actions. In a July 25, 

1989 order, the Court held that: (1) the use in 
Windows version 2,03 of visual displays thar are 
in Windows version 1.0 and the named appli- 
cation programs is licensed under the 1985 
Agreement, and (2) the allegedly infringing, 
visual displays used in Windows version 2.03 are 
in Windows version 1.0, except for seven displays 
relating to the use of overlapping main applica- 
tion windows and three displays relating to the 
appearance and manipulation of icons. This 
means that 179 of the 189 Windows version 2.03 
visual displays that Apple alleges are infringing, 
are covered by the 1985 Agreement. 

Ina June 14, 1991 order, the Court permitted 
“Apple to supplement its complaint to include 
Windows version 30 as an allegedly infringing 
work, In a July 25, 1991 order, the Court dis- 
missed Microsoft’ remaining counterclaim, 
wherein Microsoft alleged that Apple had 
breached an implied covenant not to sue for 
infringement as to any visual displays covered 
by the 1985 Agreement. 

‘On February 11, 1992, Microsoft disclosed 
Apple’s written claim for $44 billion as damages: 
from Microsoft’ alleged infringement of Apple's 
copyrights. Apple later amended this claim to 
$5.5 billion and more recently to $4.9 billion. 
Microsoft considers Apple's damages claim 
to be insupportable under the copyright law 
and speculative. 

Inan April 14, 1992 order, the Court ruled 
that none of the ten remaining allegedly in- 
fringed displays in the Windows version 2.03 
case is prorectible under Apple's copyrights. 
‘The Court also ruled that 26 of the allegedly 
infringing Windows version 3.0 displays are 
licensed under the 1985 Agreement. 


On August 7, 1992, the Court entered an 
order on the issue of whether the allegedly 
infringed visual displays in Apples works are 
within the scope of its copyrights. The Court 
also ruled on Apple's motion for reconsideration 
of the aspects ofits April 4, 1992 order not 
related to the 1985 Agreement, The Court deter- 
mined that the 23 remaining allegedly infringed 
visual displays claimed by Apple to be in 
Windows 30 are unprotectible by copyright, are 
licensed under the 1985 Agreement, or are nor 
similar in the accused product. The Court 
affirmed its April H4, 1992 order that none of the 
ten remaining allegedly infringing Windows 
2.03 visual displays is protectible by copyright, 
with the possible exception of aspects of four of 
the allegedly infringed visual displays in Apple's 
‘works that “could possibly be associated with 
unlicensed, artistic expression to be compared 
under a ‘virtual identity’ standard, ..” 

On April 14, 1993, the Court issued an order 
that clarified the August 7, 1992 order by rul- 
ing one of the remaining four items at issue in 
Windows to be unprorectible by copyright. The 
April 1, 1993 order also confirmed the applica- 
bility of che virtual identity standard to any 
analysis of similarity of the works in suit as a 
whole, and established a June 28, 1998 trial dare 
for all issues that remain to be resolved ar the 
time. In an order dated May 18, 1993, the Court 
dismissed Apple's copyright infringement 
claims based on six of its copyrights in their 
centirety, established that the remaining items at 
issue in Apple's works were unprotectible or not 
Virtually identical in Windows, and again con- 
firmed that the vittual identity standard must 
be applied when comparing the similarities of 
Microsoft’ works as a whole to Apple's. Micro 
soft and Hewlett-Packard moved for summary 
judgment on the remaining claims, and these 
motions were not opposed by Apple. On June 8 
1993, the Court entered an order dismissing all 
of Apple’ remaining infringement claims, in- 
cluding its contributory infringement claim 
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against Microsoft. Microsoft anticipates that 
Apple will take an appeal to the Ninth Circuit 
Court of Appeals. 

In June 1990, Microsoft was notified thar 
it was the subject of a nonpublic investigation 
being conducted by the staff of the Federal 
Trade Commission (FTC or Commission). 
During further communications, the Company 
learned that the staff wished to determine if 
Microsoft and the IBM Corporation had en- 
tered into an alleged anticompetitive horizontal 
agreement that was purportedly reflected in a 
Joint press relcasc issued at the COMDEX 
computer trade show in November 1989. 

The existence of this investigation became 
public knowledge in March 1991 when some 
third parties disclosed that the FTC staff 
had contacted them about the investigation. 

In April 1991, Microsoft learned that, appar 
cently duc to complaints from third parties, the 
staff had decided to broaden the investigation 
to examine allegations that the Company has 
monopolized or has attempted to monopolize 
the market for operating systems, operating, 
environments, computer software, and periph- 
erals for personal computers. 

The Company produced documents, wit- 
nesses, and other information to the FTC staff 
in connection with the investigation. 

Ina Notice of Placement of Commission 
Action on the Public Record dated August 20, 
1993 (the Notice), the FTC disclosed that at a 
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closed meeting on February 5,193, Chairman 
Steiger moved that the FTC staff be authorized 
to file a complaint in federal court seeking a 
preliminary injunction against certain alleged 
Microsoft practices under Section 13(b) of the 
FTC Act. The motion failed for lack of a major- 
ity with two Commissioners voting in favor of 
the motion, two Commissioners voting against 
the motion, and one Commissioner recused. 
The Notice also disclosed that ata closed meet- 
ing on July 21, 1993, Chairman Steiger moved 
that the FTC issue an administrative eomplaine 
against the Company. The motion failed for 
lack of a majority with two Commissioners vot- 
ing in favor of the motion, two Commissioners 
voting against the motion, and one Commis 
sioner recused. 

Ina letter dated August 20, 1993, the Com- 
mission notified Microsoft that “it now appears 
that no further action is warranted by the Com- 
mission at this timey’ and that the investigation 
had been closed. 

‘The Company was also notified on August 
20, 1993 that the U.S, Department of Justice 
had been granted clearance by the FTC to 
investigate Microsoft, and would begin its 
own inquiry. 

‘The Company currently believes that the 
resolution of these matters will nor have a 
material adverse effect on its financial condi- 
tion as reported in the accompanying financial 
statements. 
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ne msillions) 1993 1992 1991 
Net revenues 

U.S. operations $2,655 $1878 $1,210 
European operations 1,289 1019 708 
Other international operations 395 m2 187 
Eliminarions (586) (410) (262) 
Total net revenues $3753 $2759 $1,843 

Operating income 
U.S. operations S$ 961 S 664 $373 
European operations 360 329 280 
Other international operations 18 u 12 
Eliminations (13) (8) (15) 
Total operatit $1,326 $ 996 $ 650 

Mdentifiable assets 
U.S. operations $2,944 $1,858 $1,278 
European operations 1133 872 S78 
Other international operations 310 289 208 
Eliminations (582) (379) (420) 
$3,805 $2,640 S644 


Iritercompany sales between geographic areas are accounted for at prices representative of unaffil- 
iated party transactions. U.S. operations include domestic revenues, exports of finished goods to 
the Far East and South America, and OEM distribution in the Far East and Europe. Exports and 
international OEM transactions are in U.S. dollars and totaled $426 million, $255 million, and 
188 million in 1993, 1992, and 1991. “Other international operations” primarily include subsid- 
iaries in Australia, Canada, Japan, Korea, and Taiwan. International revenues, which include 
European operations, other international operations, exports, and OEM distribution, were 55.3%, 
55.1%, and 573% of total revenues in 1993, 1992, and 1991, 
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(In millions, except per share data) Quarter Ended 
Sept.30  Dec.31 Mar.31 — June30 Year, 

1993 
Net revenues $818 $938 S958 $039 $3753 
Gross profit 683 781 797 859-3120 
Net income 209 236 243 265 953 
Earnings per share 070 078 0.80 087 3S 
Common stock price per share: 

High 22 95 (9414 98 9%8 

Low 6512 33/4 3/4 793/465-122 
1992 
Net revenues $581 $682 $681 $ BIS «$2,759 
Gross profit 476 567 7 678 (2,292 
Net income 44 175 179 210 708 
Earnings per share 0.50 0.60 060 O71 241 
‘Common stock price per share: 

High 60 8837/8 — 86-1/8 

Low 403/8 73 653/4 
1991 
Net revenues $369 $460 S487 $527 $1,843 
Gross profit 293 367 32 29 1481 
Net income 88 13 124 138 463 
Earnings per share 0.32 oat 044 048 164 
Common stock price per share: 

High 357/348 50-14 SHA SDAA 

Low 242 B+ = DHR DSB HID 


The Company has not paid cash dividends on its common stock. The Company's common stock 
is traded on the over-the-counter market and is quoted on the NASDAQ National Market System 
under the symbol MSFT, On July 30, 1993, there were 27,769 holders of record of the Company's 

common stock. 
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Selected Five-Year Financial Data 


{Inmilions except employee und per share data) Year Ended June 30 
1993 1992 1991 1990 1989 
For the year 
Net revenues $3753 $2759 S843 S183 S$ 804 
Cost of revennes 633 467 283 204 
Research and development 470 382 235 181 10 
Sales and marketing 1,205 854 534 317 219 
ind administrative 9 90 62 9 28 
Operating income 1,326 996 650 393 4B 
Nonoperating income 5 45 21 7 8 
Income before income taxes 14011041 67 0 251 
Provision for income taxes 448 333 208 131 80 
Net income —~ 983 708 463 2 7 
At year-end 
Working capital $2287 $1323 $735 «$533 $310 
Total assers $3805 $2640 $644 S105. $721 
Stockholders equity $3242 $2193 $4351 $919 $562 
Number of employees 14430 S42 R226 56354037 
Common stock data 
Earnings per share SIS S241 $164 $104 $0.67 
Book value per share $1.50 $806 $518 $359 $2.28 
Cash and short-term 
investments per share S812 $494 $263 $175 $1.22 
Average common and equivalent 
shares outstanding ~303 294 282 269 254 
Shares outstanding at year-end 282 m 261 256 246 
Key ratios 
Current ratio a 40 35 39 30 
Return on net revenues 254% 257% © 251% = 236% = 21.3% 
Return on average total assets 296% 331% += 337% 306% 28.2% 
Return on average stockholders’ equity 351% 400% = 408% = 377% 36.5% 
Growth percentages — increases 
Net revenues 36% 50% 56% 47% 36% 
Net income 35% 53% 66% =~ 63% 38% 
Earnings per share 31% 7% 58% 55% 37% 
Book value per share B% 56% «= 44% 57% 7% 
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D1 Directors and Officers 


William H. Gates 
Chairman of the Board and Chief Executive 
Officer, Microsoft Corporation 

Paul G. Allen 

Chairman, Asymetrix Corporation 

David E Marquardt 

General Partner, Technology Venture Investors 


William H. Gates 
Chairman of the Board and Chief Executive 
Officer 


Robert D. O'Brien 
‘Chairman of the Board, PACCAR, Inc, 
(retired) 

Wim. G. Reed, Jr 

Chairman, Simpson Investment Company 
Jon A. Shirley 

President and Chief Operating Officer, 
Microsoft Corporation (retired) 


Steven A. Ballmer 
Executive Vice President, Sales and Support 


Michael J. Maples 
Executive Vice President, Products 


Bernard P. Vergnes 

Vice President, Microsoft; President, 
Microsoft Europe 

Roger Heinen 

Senior Vice President, Database and 
Development Tools 

Frank M. (Pete) Higgins 

Senior Vice President, Desktop Applications 
Division 

Joachim Kempin 

Senior Vice President, OEM Sales 

Paul A. Maritz 

Senior Vice President, Systems Division 
Nathan B. Myhrvokd 

Senioe Vice President, Advanced Technology 
Jeffrey S. Raikes 

Senior Vice President, Microsoft North 
America 

James E. Allehin 

Vice President, Advanced Systems 
Michael C. Ape 

Vice President, U.S, Sales 

Michael W. Brown 

Vice President, Finance; Treasurer 
Raymond A. Emery 

Vice President, Manufacturing and 
Distribution 

Richard Fade 

Vice President, Far East Region 


David L. Fulton 

Vice President, Database Products 
Gary E. Gigot 

Vice President, Marketing 

Jonathan D. Lazarus 

Vice President, Systems Strategy 
Robert L. McDowell 

Vice President, Education and 
Consulting Services 

Craig Mundie 

Vice President, Advanced Consumer 
Technology 

Michael R. Murray 

Vice President, Human Resources and 
Administration 

William H. Neukom 

Vice President, Law and Corporate Affairs; 
Corporate Secretary 

Darryl E. Rubin 

Vice President, Software Strategy 

Brad A, Silverberg 

Vice President, Personal Systems Group 
Christopher E Smith 

Vice President, International Operations 
Patricia Q. Stonesifer 

Vice Président, Consumer Division 
Neil R. Evans 

Chief Information Officer 
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Bothell, WA 98021 


Humacao Industrial Park 
Road 4 KM 720 vice 778 
Hurnacao 00661 
PUERTO RICO 


Microwolt NV 
Hrossels BULGIUM 


‘Microsoft Informarica Leda 
Sao Paulo BRAZIL 
Microsoft Canada tne. 
‘Toronto CANADA, 
Microvoft Chile SA. 
Santiago CHILE 

‘Microw Colombia 

Boypta COLOMBIA 
Microvoft SR.0. 

Prague CZECH REPUBLIC 
Microsoft Danmark ApS 
Hedenhusene DENMARK 
CorponicionMierovoft del Ecuador 
Quito ECUADOR 
Microsoft OF 

Helsinki FINLAND 
Microsoft SARL. 

Paris FRANCE 

Microsoft GmbH 

Munich GERMANY 


Microsoft Hellas SA 

‘Athens GREECE 

Microsoft Hon Kong Limited 
HONG KONG 

Microsoft Systems Private Limited 
New Delhi INDIA 

Microsoft Israel LTD. 

‘Tel Aviv ISRAEL 

Microsoft SpA. 

Milan ITALY 

Microsoft KK 

‘Tokyo JAPAN 

Microsoft CH 

Seoul KOREA 

Microsoft Malays Sein hal 
Kuala Lumpur MALAYSIA 
Microsoft Meniea, SA. de CV 
‘Mexico Gry MEXICO. 
Micronolt BV 

Hoolddorp NETHERLANDS 
Microsoft New Zealand 
‘Auckland NEW ZEALAND 
Microsoft Norge AS 

‘Oxo NORWAY 

Microsoft BR.C. 

Being, China 

THE PEOPLES REPUBLIC OF CHINA 
Microsoft sp 2.00. 

‘Warsaw POLAND, 

Microsoft, Lila 

Lishos PORTUGAL 

Microsoft Caribbean, Inc. 
Guaynabo PUERTO RICO 
Microsoft Taiwan Corp. 
Taipei, Taiwan 

REPUBLIC OF CHINA 
Microsoft AO 

‘Moscow RUSSIA 

Microsoft Singapore Pre Lid 
Singrpore REPUBLIC OF SINGAPORE 
Microsoft South Africa 
Johannesburg SOUTH AFRICA 
Microsoft Iberiea, SRL 
Madrid SPAIN 

Microsoft AB 

Stockholim SWEDEN 

Mieroxoft AG 

Zurich SWETZERLAND 
Microsoft (Thailand) Limited 
Bankok THAILAND 
Microsoft Middle East 

Dubai UNITED ARAB EMIRATES 
Microsoft bd 

Herkshise UNITED KINGDOM 


Corporation MS 90 de Venezuela, SA. 
Caracas VENEZUELA 
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Stockholder Information 


Annual Meeting Independent Au 

The Anmual Mecting of Stockholders will be Deloitte & Touche, Seattle, Washington 98104 

held on Friday, October 29, 1993, at 8:00 A.M., 

at the Hyatt Regency Bellevue at Bellevue Place, [Legal Counsel 

900 Bellevue Way NE, Bellevue, Washington. Preston ‘Thorgrimson Shidller Gates & Ellis, 
Seattle, Washington 98104 


Form 10-K 
‘Copies of Microsoft's Annual Report on Form’ [Transter Agent 


10-K are available upon written request from FirgeIngerstate Bank, Ltd., 26610 West Agoura 
the Investor Relations Department, Microsoft Road, Calabasas, California 91302 
‘Corporation, One Microsoft Way, Redmon, 
Washingron 98052-6399, 


bor Inquiries | 
icomase faa] “To notify Microsoft of address changes o 
comet : lost certificates, stockholders can call First 
Microsoft common stock is traded over the jyerstare toll-free at (800) 522-6645, 
counter on the NASDAQ National Market 
System (MSFT). 
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